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CIA/SC/RR 162
(ORR Project 40.1677)

EFFECTS OF THE CLOSING OF THE SUEZ CANAL
ON_SINO-SOVIET BLOGC TRADE AND TRANSPORTATION*

Summarz

The most important economic factor in the present crisis in the Near
Fast is the closing of the Suez Canal, which is the gateway to fAsia and the
vital channel through which a substantial part of the petroleum supply of
Western Europe normally flows. Free World and Sino-Soviet Bloc ship-
ping services engaged in fulfilling trade commitments and in meeting
internal requirements were immediately affected. Sailing schedules were
disrupted. Vessels caught south of the Canal were compelled to return to
European ports by the much longer route around Africa, %% The mainte -
nance of the normal flow of commodities with extended sailing distances
greatly increased shipping requirements for many’nations. As a result,
the tight ship charter market created when Egypt nationalized the Canal
in mid-1956 became increasingly restrictive.

The result of the Canal stoppage thus far has been a serious disloca-
tion of normal commodity movements -- a dislocation which is likely to
continue until the Canal is reopened about mid-1957, In the West the
situation is best illustrated by the reduction in petroleum shipments from
the Middle East to Western Europe. The petroleum deficit of Western
Europe must be overcome, in part at least, by shipments from the iz
Western Hemisphere, but only after production and shipping adjustments
of staggering proportions. Although the period of disorganization of
normal economic intercourse probably will be brief, it will nevertheless

nomic plans in South and Southeast Asia. It will also probably cause
considerable unemployment in the countries of the Free World which are
dependent on bulk traffic movement.through the Canal.

The Sino-Soviet Bloc is more fortunate. Nomne of its members
is so dependent on the Suez Canal that the closing creates a crisis.
About 5 million metric tons#*%% of Bloc trade moved through the Canal
in 1955 compared withithe total Canal traffic¥¥*** of 107 million tons,
Vessels carrying Bloc trade through the Canal were about evenly di-
vided between Bloc and Free World registry, The adjustments

* The estimates and conclusions contained in this report represent
the best judgment of ORR as of ] January 1957,
** See the map, Figure 1, inside back cover.
**%% Tonnages are given in metric tons throughout this report, except
where otherwise indicated,
*#%%  Including both directions.
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required of the Bloc, therefore, although serious, can be carried out
with relatively less economic disorganization.

The Sino-Soviet Bloc will, however, incur substantial additional
transportation costs as a result of the long, expensive water haul now
required between Europe and the Communist Far East. The world-
wide scarcity of merchant vessels as shown by the tightening charter
market on which the Bloc is much dependent has already interrupted
scheduled seaborne deliveries to Communist China. Petroleum ship-
ments by sea from the Black Sea to the Soviet Far East, which have
increased significantly in recent years, have been stopped since the
closing of the Canal, with no indication of their resumption in the
near future. )

A reduction in seaborne trade with the Communist Far East will
make it necessary for the Sino-Soviet Bloc to increase the use of the
Trans-Siberian Railroad and to absorb significantly higher transpor-
tation costs over the short run, especially for the China trade. It is
unlikely that the petroleum requirements of the Communist Far East
which normally move by sea will be met from reserves bases in the
area. Communist China also depends on substantial seaborne deliv-
eries of such critical commodities as metals, machinery, transport
equipment, and chemical fertilizers for its industrial and military
development. An appreciable reduction in the receipt of fertilizers
required for spring planting may adversely affect agricultural produc-
tion, and the inability to phase properly the delivery of essential indus+ °
trial equipment would threaten economic expansion.

To compensate for the disruption of its shipping and its inability
to charter foreign tonnage, the Sino-Soviet Bloc began as early as
3 November 1956 to divert essential cargoes from seaborne move-
ment to trans-Soviet Bloc rail lines, while at the same time contin-
uing to meetless urgent deliveries by using the route around Africa.
Chinese Communist overland imports and exports already put a sub-
stantial burden on the Trans-Siberian Railroad. Although rail facil-
ities can carry the added volume o f dry cargo which is being diverted,
there probably will be a strain on the Soviet tank-car park of sufficient
magnitude to prevent some deliveries. - Moreover, substantially in-
creased diversion, continued over an extended period, conceivably
could retard delivery of commodities required elsewhere in the USSR
and thereby adversely affect Soviet economic plans. Such diversion
would also aggravate the sporadic transport congestion which has be-
come increasingly prevalent in China. '

One effect of the closing of the Suez Canal on Sino-~Soviet Bloc -
Free World trade was the interruption of the normal flow of refined
and crude petroleum from the Black Sea to the Egyptian port of Suez,
at the southern end of the Canal. The lack of crude oil has been most
difficult to overcome. The stoppage of Soviet deliveries and the inacces-
8ibility of other former sources have kept the two. Egyptian refineries
at the port of Suez closed since the initiation of hostilities. Thus petro-
leum, on which Egyptian industry is completely dependent for fuel,lis
in critically short supply in spite of increased shipments of refined
products from the Black Sea to Alexandria.
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The closing of the Suez Canal may also retard the Soviet Bloc
trade offensive among the underdeveloped countries of South and South-~
east Asia. Since the Canal closed, few Bloc-flag vessels have departed
for these areas except for India, where shortages are already appearing
because of the disorganization of world shipping. The Bloc may be in-
clined to fulfill its trade commitments to India. to demonstrate its adher-
ence to agreementstin spite of extenuating circumstances. Elsewhere
in Asia the Bloc can place responsibility for any failure to meet trade
commitments on Western intervention in Egypt.

-

1. Closing of the Suez Canal.

Immediately after the Israeli - Anglo-French attack on. Egypt at the
end of October 1956 a carefully prepared plan to block the Suez Canal
was put into operation, 1/% Egyptians began large-scale scuttling of
ships, barges, and maintenance vessels in and near navigation channels,
Subsequently the movable rail bridge at E1 Fridan north of Ismailia was
dropped into the channel, and several buildings of the canal company
were destroyed. In all, at the end of hostilities, there were an estimated

49 obstructions in the Canal, including 20 vessels of one type or another ’/ '

in the northern entrance and a cement-laden L~ST in the channel at the
south end of Lake Timsah, 2/

Estimates of the cost of clearing the wreckage range as high as
US $40 million. Estimates of the time required to restore the. .. ..
Canal to operating condition vary widely. It has been stated that, de-
pending on the size of the salvage force assembled, the amount and
kind of equipment at its disposal, and the extent of cooperation by the
Egyptian government, the Canal can be cleared in from'2 to 9 months,
with 5 months the most frequently quoted estimate, Presumably these
estimates refer to complete clearance and not merely to opening usable
ship lanes through the debris, which could be done in less time. 3/
Partial restoration of navigation has already been accomplished l-a_y
Anglo-French salvage crews in Port Said, which now can be used by
vessels drawing up to 25 feet, 4/

For the purpose of this report, an estimate of mid-1957 for com-
Plete restoration of the Canal to former traffic levels is accepted as a
basis for determining the effect on the trade and transportation previ-
ously carried.

II.  Status of Trade and Transportation Before Initiation of Hostilities,

The estimated volume of the commodity trade of the Sino-Soviet
Bloc, both with the Free World and intra-Bloc, moving through the
Suez Canal during the periods/.]fanuary, through June 1956 and January
through June 1957 is shown in Table 1, %% More thanl, 460, 000 tons

* For serially numbered seurce references, see Appendix C,
*% Table 1 follows on p. 4.
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of Bloc trade are estimated to have moved southbi_)\ind through the Canal
during the period January through June 1956, and more than 1,160, 000
tons mioved:northbound. These totals include 1,247, 000 tons of Bloc
trade with Free World countries moving through the Canal southbound
and 420, 000 tons moving northbound. The remainders represent intra-
Bloc trade (Communist China to and from the USSR and the European
Satellites) moving through the Canal.

Similar estimates are shown in the same table for the first.6 months
of 1957 to indicate the magnitude of Sino-Soviet Bloc trade commitments
existing at the time the Suez Canal was blocked. It is apparent that,
in terms of volume at least, most of the Sino-Soviet Bloc trade which
would normally have used the Canal during the first half of 1957 is with
Free World countries. It isiestirhated that during this period a total
of about 2.2 million tons of cargo would have moved between the Sino=
Soviet Bloc and Western Europe, Egypt and Asia, and the Near East
through the Canal, principally southbound. By comparison, the volume
of intra-Bloc trade which would have used the Canal in the first half
of 1957 is estimated to be about 1 million tons, principally northbound.

A. Sino-Soviet Bloc Supply of the Soviet Far East
and Communist China.

Economic activity and development in the Soviet Far East and
Communist China are normally dependent on supplies from the Soviet
Blo¢ in Europe. China, in addition, maintains a comparatively large
volume of trade (in terms of total Chinese foreign trade) with countries
of Western Europe. One of the most important commodities moving by
sea to the Soviet Far East is refined petroleum, most of which is off-
loaded at Vladivostok for distribution by sea to other Soviet Far East
ports and by rail to China. In 1955 a total of 428, 000 tons of petroleum
products was. delivered to the Soviet Far East from the Black Sea,
more than a 500-percent increase above the level 0f'1954. 6/ The de-
pendence of the area on seaborne petroleum deliveries continued to
increase in 1956. During the first 9 months of the year, slightly
more refined petroleum was shipped to the Far East than arrived
during the entire previous year. 7/

Communist China depends on ocean transport for a substantial
part of its foreign trade. During 1955, about 6.5 million tons, or more
than 45 percent of the volume of Chinese imports and exports, moved
by sea. Although not all of the seaborne foreign commerce of China
moves through the Suez Canal, that segment which does is quite signifi-
cant. The volume of Chinese Communist trade which normally would
have moved through the Suez Canal during the period January through
June 1957 is estimated to total about 1.6 million tons in both directions.
The estimated volume and value of the seaborne foreign trade of Com-
munist China with the European Satellites, Western Europe, and the
European USSR moving through the Suez. Canal during the periods.January
through June 1956 and January through June 1957 are shown in Table 2. *

* Table 2 follows on p, 7.
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B. Sino-Soviet Bloc Trade Offensive in the Near East
and in South and Southeast Asia.

Recent Sino-Soviet Bloc efforts toward the economic penetras’
tion of countries of South and Southeast Asia have been accompanied by
a.consistent expansion of credit, an extension of trading relationships, ,
and a cultivation of developing markets through the export of technical
services to the so-called underdeveloped areas. As a result, a signifi-
cant and increasing amount-of Bloc trade with many of the free Asian
countries, as well as with Egypt, Australia, Japan, and New Zealand,
normally passes through the Suez Canal. It is estimated that during
the first half of 1957 trade between the European Bloc and Egypt and
Asia* would total about 1, 6 -million tons, or an increase of about 50 per-
cent in volume for a like period in1956. An important segment of '
this trade consists of refined and crude petroleum that is usually
carried from Rumanian and Soviet Black Sea ports to the port of Suez.
The bulk of Bloc trade with Egypt and Asia* ig with the European
Satellites and would account for an estimated 70 percent of the total
during the period from January through June 1957. The amount of
trade between Communist China and the Near East which would
normally move through the Suez Canal is small but increasing. It is
estimated that dur‘ing the first half of 1957 such trade would amount to
31, 000 tons, an increase of more than 60 percent above the level of a
similar period in1956 (see Table 1, **),

C. Sino-Soviet Bloc Merchant Marine as an Instrument
of Foreign Trade, '

1. Disposition of Soviet Bloc Merchant Fleets.

The Soviet Bloc, excluding Communist China, has active
at any given time about 893 vessels, of which 739 are of Soviet registry
and the remainder of European Satellite registry. Excluding the Caspian
Sea fleet, there are 83 Soviet tankers, of which 38 are normally used
in overseas petroleum trade with 20 to 24 of these usually used outside
of Communist waters. Soviet tankers remaining permanently in Bloc
waters are old or small and are therefore used on shuttle services,
largely in the Black Sea and the Soviet Far East. At the moment the
European Satellites have only one oceangoing tanker, the Polish-flag
Karpaty. The other Polish-flag tanker, the Wspolpraca, is out of
commission and was soldfor scrap. 9/ The disposition of Soviet and
European Satellite merchant fleets as of 3 November 1956 is shown in
Table 3, %%k

The proportion of Soviet Bloc freighters outside of Com-
munist ‘waters at any one time is about the same as that of the tankers,
Of the total 810 active cargo ships; generally only 110 to 120 are out-
side Bloc waters at any given time, divided fairly evenly between Soviet
and European Satellite flags. The merchant marine of Communist China
plays a negligible role in foreign trade activity. Its merchant fleet of

* ‘See Table 1, footnotes c and d, p. 5, above,
** P, 4, above,
**% Table 3 follows on p. 9,
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Table 3

Disposition of Soviet and European Satellite Merchant Fleets al/
as of 3 November 1956

Soviet European Satellite .13'1
Cargo Cargo
Area Tankers ¢/ Vessels Vessels Total
Outside Communist waters
Norwegian Sea 1 21 0 22
North Sea » 1 12 0 13
Atlantic Ocean 2 1 25 28
Mediterranean Sea 10 11 21 42
Red Sea 5 2 1 8
Indian Ocean 3 5 10 18
South China Sea 0 6 0 6
Pacific Ocean 2 3 0 5
Total 24 _6_1_ 51 142
In Communist waters
Black Sea 26 109 19 154
:Baltic Sea 9 70 78 157
Barents/White Sea 3 113 Q 116
Soviet: Far Eastern waters 20 272 0 292
Chinese Communist waters 1 31 0 32
Total 59 595 97 751
Grand total 83 656 154 893
——3 ———3 ———— premeend

a. 10/

b. This figure does not include the two Satellite tankers, the Polish-flag
' Karpaty, which was recently reported out of repair in Hong Kong, and the
Wspolpraca, which was recently sold for scrap.
¢. Excluding the Caspian Sea fleet.

120 vessels is for the most part confined to plying between Chinese
coastal ports, with the exception of intermittent trips to North Vietnam. _:l_l/

2. Sino-Soviet Bloc Dependence on Non-Bloc Shipping Services,

The Sino-Soviet Bloc utilizes only a small part of its rela-
tively small total merchant fleet capability to carry its foreign trade.
As a result, it must charter a large amount of non-Bloc tonnage each
year. In 1955, aboutl, 100 Free World vessels, aggregating 5 million
gross register tons (GRT), were chartered for varying durations by the
Bloc, an increase of more than 30 percent over the previous year, _}E/

-9.
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Perhaps the most striking example of Bloc dependence on Free World
maritime services is found in the conveyance of the foreign trade of
Communist China. Consistently since 1951, more than 80 percent of .
the number of vessels carrying commodities to and from China have
been of non-Bloc registry. For the most part, these ships carry only
nonstrategic itéms, but their extensive participation permits the use :
of Bloc vessels to transport embargoed commodities to China. 13/

Petroleum movements from the Black Sea also illustrate
.the dependence of the Sino-Soviet Bloc on Free World shipping. In
1955, of about 1 million tons of crude oil and 5 million tons of refined
products carried from the Black Sea, only 650, 000 tons were trans-
ported in Bloc tankers, mainly to the Communist Far East. The re-
mainder, which accounted for 90 percent of the total, was carried in
non-Bloc tankers, about half of which were chartered to the Bloc. E/
Finally, the dependence of Poland on foreign vessels to carry over
85 percent of its seaborne foreign'trade in 1955 indicates the scarcity
of domestic shipping. 15/ Other European Satellites, none of which
possesses more than 4 or 5 seagoing vessels, must also rely on
foreign shipping to carry a large part of their seaborne foreign trade.

III. Effects of the Closing of the Suez Canal on the Sino-Soviet Bloc.

Specific information on current Sino-Soviet Bloc trade negotiations,
particularly as to delivery schedules; is not available in sufficient
detail to determine precisely the impact of the closing of the Suez Canal
on Bloc trade commitments. Isolated reports indicate that the Bloc is
having difficulty in obtaining materials, but these are too few to estab-
lish a pattern. On the other hand, the effect of recent events in Egypt
on world shipping in general ahd on Bloc maritime services in particular
can be measured with a fair degree of reliability., Deviations from the
expected pattern of employment of Bloc merchant shipping, as.an instru-
ment of foreign trade, should indicate any disorganization of its inter-
national commerce. The impact of difficulties in the Suez Canal area
during November 1956, moreover, probably offers a valid basis for
ascertaining the prospects during the period the Canal remains closed.

It appears that the seaborne trade of the Sino-Soviet Bloc with the
Communist Far East will be definitely reduced because of the disruption
of Bloc shipping and the sudden scarcity of Free World maritime services.
The Soviet Bloc trade offensive in South and Southeast Asia may also be
retarded. The impact on the economies of the Soviet Far East and Com-
munist China will depend mainly on the extent to which overland transport
can compensate for the reduction in shipping, as well as the availability
and inclination to draw upon reserves of commodities normally moved
by sea.

A. Merchant Shipping Services.

1. Disruption of Sailing Schedules. ‘

At the outbreak of hostilities on 29 October 1956, Soviet
and European Satellite merchant vessels were deployed for the most
part in a normal pattern. There were 7 Soviet vessels in the Suez Canal

- 10 -
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area -- 5 freighters in North Egyptian ports, 1 tanker in the port of
Suez, and another tanker moving through the Canal. Vessels under way
which were bound for passage through the Canal consisted of 1 tanker in
the Eastern Mediterranean, 1 freighter and 1 tanker in the Red Sea, and
3 tankers in the Gulf of Aden. There were 6 European Satellite vessels
in the area -- 5 freighters in North Egyptian ports and 1 freighter north-
bound in the Canal. There were also two vessels in the Red Sea return-
ing to Europe from the Far East. The Polish dredge Zeran, on loan or
sold to Egypt, was in the Canal awaiting spare parts before beginning
operations. 16/

Some of the Sino-Soviet Bloc vessels in Egyptian ports
when hostilities began were forced to leave before completing cargo
operations. Others approaching the Canal from the south and thoge far--
ther east planning to return to home ports from Asia were confronted
with a long voyage around Africa or through the Panama Canal, In
either case, sailing time would increase significantly, Ships returning
to the Black. Sea from the Far East must sail 7, 000 nautical miles far-
ther, an increase of about 75 percent above the conventional voyage.
Round trips between these areas, therefore, probably now require 60 to
70 days in addition -- almost double the Previous voyage tim¢. -~ depend-
ing on the speed of the vessel. An increase of similar magnitude is
required for round trips between the Baltic Sea and the Far East, ‘The
significant increases in voyage time for Bloc vessels normally plying
between European ports and the Far East will have a commensurate -
effect on operating costs. The total impact cannot be determined, but, .
based on US T-2 tanker operations, a petroleum shipment of 10, 000 tons
from the Black Sea to Vladivostok will now cost an additional US .
$150, 000, 17/ At this rate, to maintain throﬁgh June of 1957 the ex-
pected level of petroleum shipments to the Far East would cost the qu§
about US $6 million to $7 million more than a movement of similar
magnitude through the Suez Canal. Although this is not completely rep-
resentative of Bloc cargo movements affected by the closing of the Canal,
it does suggest that considerable additional expense will be incurred in
maintaining trade normally carried in Bloc vessels between Europe and
Asia,

Apparently the USSR was not prepared to meet the problems
caused by closing the Canal. For some time after navigation in the Canal
became 'impos sible, considerable indecision was shown in authorizing
the rerouting of Soviet vessels. Even as late as 28 November it was evi-
dent that the problem of rerouting had not been fully solved, 18/ Many
of the ships which normally would have left Bloc ports for a Suez transit
evidently had been placed on other assignments. As of 5 December, for
example, no Soviet tankers had left the Black Sea for the Far East, and
only 7 freighters had been rerouted from Europe by way of the Cape of
Good Hope for Asia -- 4 scheduled for North China ports and 3 for India. 19/

Many of the Sino-Soviet Bloc vessels caught south of the
Suez Canal began the voyage back to Europe by way of the Cape. By
5 December there were 11 cargo vessels and 8 tankers of Soviet flag,
as well as 8 European Satellite freighters (mainly of Polish registry)
bound for Europe by this route. 20/ Soviet tankers generally return to
the Black Sea in ballast or carry—soybeans from Dairen to Western Europe.

- 11 -
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This time, however, 6 of the rerouted Soviet tankers carried Persian
Gulf petroleum to Western Europe; at least 3 of these are known to
have been under charter to the UK. 21/ With one exception during mid-
1956, the lift of Persian Gulf petroleum to Western Europe in Soviet
tankers was unprecedented. Such an arrangement is advantageous to
both parties in that it permits Western Europe to augment its dwzndlmg
petroleum supplies and the USSR to convert a costly empty haul into a
profitable journey.

D
rom the Baltic: Sea are expected to move through the Canal for the Far

East and will require water and provisions at Honolulu. 2.3/ TWith the
exceptmn of two transits in May 1955 and February 1956 no Soviet
vessels have gone through the Panama Canal since 1949. The closmg
of the Suez Canal, however, apparently has made the route more
attractive because it is shorter than the route around Africa for vessels
plying between Europe and Asjia. On a trip between the Black Sea and
Vladlvostok for example, the use of the Panama Canal offers a sa.vmg

- of more than 1, 800 miles. J |

] ! =X PR I a3 ey x) |

|At present, Soviet vessels are not
mﬂmmnmvnrnghe Panama Canal, although they are
subject to security inspection by US Army personnel. To call at
Honolulu or at US west coast ports, however, requires elaborate and
time-consuming legal procedures. According to the US port security
program, the entry of Soviet vessels requires permission from the
Secretary of the Treasury after consultation with the Secretaries of
State and Defense and the Director of Central Intelligence. If bunkers
are requested, moreover, a license must be granted by the Department
of Commerce. The 11 Soviet vessels intending to move through the
Panama Canal are expected to bunker at Trinidad to avoid this regulation.

2, Tightening of the Charter Market.

The extension of voyage time for vessels carrying a sizable
segment of world trade has greatly increased the need for both tankers
and cargo vessels, thus aggravating a charter market that has been
tightening since the Suez Canal was nationalized on 26 July 1956. The
impact of the change has been felt particularly in the petroleum trades
as well as the wheat and coal trades, which normally maintain high levels
during the fall months. Even in October, before hostilities in Egypt,
available ship tonnage was just about equal to trade requirements, 25/
With the closing of the Suez Canal, trade tonnage requirements began
to exceed vessels, and rates began to soar. The impact on shipping in
general is illustrated by the increase in the charter rate for coal from
Hampton Roads to the Continent from US $13. 09 per ton on 27 October
1956 to US $14. 98 on 3 December, a rate greater than that which pre-
vailed during the Kor&an War. 26/

S~ 12 -
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The Sino-Soviet Bloc, as a result of its extensive dependence
on non-Bloc shipping services, has been adversely affected by the
tightening charter market. In October, Soviracht, the Soviet chartering
agency, informed its offices abroad that the ship-chartering situation
was serious and that ships must be obtained by any means available. 27/
Hostilities in Egypt made it even more difficult to find vessels hannf-—s':rlly
for the Far East.  —

1

3. Congestion at Bunker Ports,

created congestion at bunker ports in South and West Africa which are
not equipped to handle the increased requirements, In a 36-hour period
in mid-November 1956, for example, 50 ships called at Durban in

As a result, Bloc vessels on the Chinese and South American routes
are having difficulty in arranging for bunker stops. =
Czechofracht, the Czechoslovak ship-chartering age
that bunkering ships south of Dakar wag almost impossible. 30/ Conse-
quently, Bloc vessels returning from Communist China now take maxi-
mum bunkers and supplies in Southeast Asian ports and attempt to pro-

ceed as far as Dakar or Freetown before bunkering again, thereby avoidi g
Capetown and Durban,I where corgestion is heaviest. 31/ ,—‘u&l—d-m
Some vemsers Tay have to sacrifice part of their normal.
T8O space, moreover, to stow additional fuel, 33/ ‘,In any case, delays
in fueling and attempts to avoid congestion at bunker ports are making
the rerouting of Bloc vessels around the Cape of Good Hope a more ex-

Pensive and time-consuming diversion than the increased' distance alone
would seem to indicate.

B. Trade Commitments .

1.  Soviet Bloc Supply of the Soviet Far East
and Communist China, ,

The disruption of Sino-Soviet Bloc shipping schedules, a
tightening charter market, and bunke ring difficulties have already
affected seaborne trade between the European Soviet Bloc. and the Com-
munist Far East. Normally, there is little dry cargo trade moving
between the European Blot and the Soviet Far East, but tanker.ship- .
ments of Black.Sea petroleum to the area are rather numerous. In

creased during 1956, amounting to 52 before the closing of the Suez
Canal. The movements of Soviet tankers between the Black Sea and
the Soviet Far East in 1954-56 are shown in Table 4, *

* Table 4 follows on p. 14,

- 13-
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The blocking of the Suez. waterway had a serious effect
on seaborne petroleum supplies to the Far East. During the first
10 months of 1956, tanker departures from the Black Sea to Vladivostok
averaged 5. 3 per month, and tanker arrivals in the Far East averaged
about the same. Since the Canal was closed, however, there have been
no tanker departures for the Far East. Consequently, although.tanker
arrivals in the Far East were about average in November because
4 tankers moved through the Canal before hostilities began, there was
only 1 arrival in December and, from present indications, none in
January. 35/

The effect of the dislocation of world shipping on the num-
ber of arrivals in Communist China cannot be measured withesimilar

per month, Not all of these Bloc arrivals in China were from areas
affected by the closing of the Suez Canal. Most were from the Soviet
Far East, and only 33, or an average of 2.7 per month, originated in
European ports, Departures from Chinese ports followed a similar
pattern. 37/ ‘

Although the number of non - Sino-Soviet Bloc arrivals in
Communist China during November 1956 and expected in the subsequent
few months is not known, there are several indications that the involve-
ment of vessels of Western registry in Chinese foreign trade is decreas-
ing. A general diversion of non-Bloc vessels to other routes is suggested
in a report in mid-November which stated that
there were T vessels offering their services from Europe to
the Far East because ‘most shipping lines were expecting an increase in
trans-Atlantic runs. 38/ The reluctance of ship owners to continue
transporting Chinese _(Tommunist trade with Europe is understandable,
Runs to the Far East now engage their ships for several months, at
rates fixed before the voyages. Under these circumstances it is
difficult to take advantage of steadily increasing rates to the same extent
possible on short trips.

The effect of the closing of the Suez Canal on Sino-Soviet
Bloc arrivals in Communist China is not yet clear, although there
apparently will be a downward trend at least initially, .As of 5 December,
for example, only four Soviet freighters were scheduled from European
ports to China by way of the Cape route. 39/ Moreover, Polish mer-
chant ships, which are usually rather hea—aly committed to the China
trade, were also reported to be less active. During the 7-day period
ending 19 November, only 32 Polish-flag vessels were outside Com-

* Following p. 16.
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employed in the China trade. 40/ The dislocation, however, may only
be temporary. Based on kno“?n—depa.rtures to date, there should be
about 7 freighter arrivals in Chinese ports in January 1957, all of
Polish registry, which is to be compared with 3 arrivals in January
1956 -~ 2 Polish-flag and 1 Czechoslovak. 41/

The :prospect of a reduction in seaborne trade with the
Communist Far East necessitates the increasing use of the Trans-
Siberian Railroad, especially for the trade of Communist China. Over
the short run, therefore, transport costs will rise markedly. For
every ton of merchandise diverted to overland movement, the Sino-
Soviet Bloc must absorb on the average a sevenfold increase in trans-
port costs. The inability of the Soviet Far East to support itself has
led the government of the USSR to establish state reserves Bases in
the area, in a concentration exceeded only by that in the vicinity of
Moscow. Of the approximately 37 reserves bases in the region in
1955, 12 were known to store petroleum reserves. ﬁ/ With the
alternative of rail transport available, however, it is unlikely that
the petroleum requirements of the Soviet Far East will be met from
these stocks. The reserves are for wartime emergency, and their
depletion for an extended period probably would not be permitted by
the USSR because of the adverse effect on military capability.

The effect of a decline in the seaborne trade of Communist
China could be more serious than the curtailment of the seaborne trade
of the Soviet Far East. China receives substantial seaborne deliveries
of critical commodities -~ metals, machinery, transport and other
equipment, and chemical fertilizers -- which are required for economic
and military programs. 43/ Any appreciable curtailment of fe rtilizer
shipments may adversely affect agricultural production, although China
may be able to increase its fertilizer imports from Japan. The inability
to phase properly the delivery of essential industrial equipment is even
more serious, however, and could réetard economic expansion.

The dependence of the Soviet and European Satellite econo-
mies on imports from Communist China, which consist principally of
products of the agricultural and extractive industries, 44/ is not nearly
as great as the Chinese dependence on imports, because of the avail-
ability of alternative sources.* The lack &f vessels to transport these
commodities, moreover, may congest storage facilities in China.

This would apply mainly to agricultural commodities harvested in
Central and South China, where present transport problems may make
overland exports by way of the Trans -Siberian Railroad difficult. ™

“ s 3 |
[FOETTHEI T Was IO warehouse space available in Shanghai
may reilect a growing storage problem. 45/ If sufficiently extensive,
_the inability to market food crops abroadTnay seriously affect the Chinese
balance of payments.

Y

* A major exception, however, may be Poland, where steel production
depends in part on Chinese iron ore. A substantial reduction in this
traffic, accompanying the delays already experienced in the receipt of
Indian iron ore, would jeopardize planned economic expansion in Poland.

- 16 -
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The decision by Communist China to divert trade from ocean -
transport to overland movement has been made, forcritical items at least,
although less urgent deliveries apparently continue to move by sea.

h |

A _ax

| Peiping and its shipping agents in Eastern

periods January through June 1956 and January. through June 1957, under
normal conditions, are shown in Table 5.% It is apparent that Chinese
overland imports and exports already cast a substantial burden on the
Soviet railroads, especially the Trans-Siberian line. The early closing
of the Northern Sea. Route this year, moreover, probably has required
increased shipments on this vital rail artery, Nevertheless, Soviet

rail facilities probably can cope with the estimated limited volume of
dry-cargo trade which is being diverted, '

The increase in petroleum shipments by rail to the Far East
could create a transport problem. The growth of the Soviet tank«car park
has not kept pace with increasing petroleum production. The burden:of
long overland petroleum movements on Soviet tank-car capability is re-
flected in the addition of 34 new 10, 000-‘ton-t,a.nk-ers to the petroleum
fleet since 1951 and in their increasing use in meeting requirements of

. the Communist Far East. 47/ The complete diversion to rail of the :

estimated 450, 000 tons ﬁ/_;f petroleum that would have moved by sea
in the first'half of 1957 may therefore seriously tax the Soviet tank-caf ,

inventorvy, —&

may indicate aninabi]..'i't}.' "
1 um overland to meet the Tequirements of the'

Soviet Far East and may also suggest that merchant shipping in the
area may be adversely affected. 49/ Substantially incréased dive rsions
of dry and liquid cargoes, continued over an extended period, more-~
over, could retard the delivery of comrodities required elsewhere in
the USSR, in:a magnitude sufficient to affect adversely Soviet economic
plans. Appreciable increases in overland trade moévement would also
aggravate the sporadijc transport congestion which has become in-
creasingly prevalent in Communist China during recent months.. 50/

In addition to the problem of diverting to rail commodities
formerly carried by merchant shipping services, Communist China
evidently is having difficulty in obtaining necessary sqpplies. |—‘—“‘-‘—|

[ I —

* Table 5 follows on p. 18.
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Chinese.C inixﬁﬁni-sv.‘t ”e._:fc"pvd‘_‘:ts. m;néy, “vl?e 'éimilé,z?l}'r .affect ed,

1 because of the ‘i;n‘pos,sibility of obtain-
ing a. ship, -a contp;vrru-rwrm;ggy#aol@nmas pei;;g,,,wi,thhe‘l‘d.. 54/ The

recent urging by Chinege economists ‘_offa‘. ‘'drastic revision' in the import-
export policy of China may also have some relation to events in Egypt, 55/
although before the Closing of the Suez Canal, China w i 1£fipalds
with its export program.
there were not enoughl TEY*v wovaust Ul II00U8, droughts,
and windstorms.- 56/ - Earlier it was reported that China.could not supply

Egypt the amount of coal and steel it had prdé_red. 57/

2. Sino-S,o{riet Bloc Trade Offensive in the Neéi East
and in South and Southeast Asia.

One effect of the,_closiﬁg of the Sue‘z‘CAanalu on Sino-Soviet
Bloc - Free World trade has been the disrﬁptio"n of fhe_normal flow of
petroleum from the Black Sea to the port of Suez. Previously, a sub-
stantial part of the imported crude oil required by the two Egyptian
refineries at Suez was received from the. Bloc. 1In the first 10 months
of 1956 this traffic amounted to about 325, 000 tons, compared with an
annual.import requirement of about 700, 000 tons. More than 500, 000 .
tons of refined petroleum products from the Black Sea also moved
through the Canal to.the port of Suez for internal distribution during
the period. 58/ '

The USSR acted promptly after the termination of hostili_ties
to increase its deliveries of refined petroleum to. Egypt through Alexandria.
By the end of November it was able to advise Cairo that 6 Soviet tankers
with different types of fuel oil were scheduled to sail for Egypt in Novem-
ber 1956 and 12 more during December. Additional fuel supplies were
offered if necessary, 59/ By 11 December, 9 Soviet tankers carrying
an estimated 100, 000 tons of refined petroleum had arrived at Alexandria. 60/
In spite of the increase in Black Sea petroleum shipments, however, it
is doubtful that the USSR will supply more than about 25 percent of total
Egyptian requirements during the period the Canal remains closed,

The lack of crude oil in Egypt has been most difficult to
overcome. The cessation of Soviet deliveries and the inaccessibility
of other former sources have kept the Suez refineries closed since
the initiation of hostilities. The production of these refineries normally
accounts for most of the petroleum needs of Egypt. ﬂ/ As a result,
petroleum, on which Egyptian industry is completely dependent for fuel
as well as lubrication, is critically short, Reportedly there were only
enough stocks on hand to last until January 1957, 62/

The blocking of the Suez Canal also has significantly in-
creased the cost of transporting Sino-Soviet Bloc -. Asian trade. Ship-
ments from the Black Sea to Southeast Asia now require more than 50
days by way of the Cape of Good Hope compared with about 20 days by
way of the Suez Canal. 63/ :

It is too early to say with certainty whether Sino-Soviet Bloc

economic relations with Near East and free Asian countries will suffer substan-
tially as a result of the closing of the Canal. The difficultyindete rmining with
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any precision the effect of the worldwide disorganization of shipping
on Bloc-Asian trade arises from the scarcity of information on de-
livery schedules, Nevertheless, some evidence of.a curtailment of

seaborne commodity movements %{1
|porar11y suspended rubber purch In Indonesta, 63/

- “ } indic
Lre—ﬁ‘ni‘pﬂrent Or ¢U tons of unidentified cargo was impossible because

of events in Egypt. 65/ These ' coupled with the
fact that since the Suez Canal hL’mUswmsloviet Bloc-flag
vessels have departed for free Asian countries, suggest that the

Bloc trade offensive in underdeveloped areas may be adversely affected.
India, the leader among free Asian nations, may be an exception,
Approximately 69 percent of its exports and 61 percent of its imports
normally pass through the Suez Canal, Already, as the result of the
scarcity of world shipping, shortages of many commodities have
occurred on Indian markets. In the long run, moreover, its five-

year plan for economic development may be severkly affected. _6_6/

One of the Soviet-flag vessels now en route to Calcutta is cdrrying
structural steel, cranes, and equipment required for the Indian in-
dustrial program. Other Soviet and Polish vessels bound for India
probably are loaded with similar commodities. Poland may be anxious
to obtain return cargoes of iron ore because reported delays in its
delivery threaten the closing of some steel mills. 67/ It is also likely.
that the Sino-Soviet Bloc may attempt to fulfill its trade commitments
with India in order to demonstrate its adherence to agreements in spite
of eictenuating circumstances. Elsewhere in Asia the Bloc can place

- responaibility for any failure to meet trade commitments on Western
intervention in Egypt.
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APPENDIX C

SOURCE REFERENCES

Evaluations, following the classification- entry and designated
""Eval., ' have the following significance:

Source of Information . Information

Doc, - Documentary 1= Confirmed by other sources
A - Completely reliable 2 - Probably true

B - Usually reliable 3 - Possibly true

C - Fairly reliable 4 - Doubtful

D - Not usually reliable 5 - Probably false

E - Not reliable 6 - Cannot be judged

F - Cannot be judg'ed‘

"Documentary' refers to original documents of foreign govern-
ments and organizations; copies or translations of such documents
by a staff officer; or information extracted from such documents by
a staff officer, all of which may carry the field evaluation "Docu-
mentary, " '

Evaluations not otherwise designated are those appearing on
the cited document; those designated "RR' are by the author of
this report, No "RR" evaluation is given when the author agrees
with the evaluation on the cited document,

1. Navy, CINCPACFLT,. 6722, 22.Sep 56. S. Eval. RR 2.

2, Engineering News Record, 29 Nov 56, p. 21, U. Eval. RR 2.

3. Ibid., p, 22, U. Eval. RR 2,

4, State, London. T 2935, 27 Nov 56, C. Eval. RR 2.

5. Department of Comzner'ce-'Series'Publications. U. Eval, RR 2,
CIA, EIC-R1-S5, Communist China's Imports and Exports
1955: Trade and Transport Involved, 29 Aug 56. 8. '

6. CIA, EIC-RI-S5 (5,, above).

7. Navy. Special Intelligence Brief, no 56-40, 10 Oct 56,
TS '
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10.
11,
12.
13,

14,
15.

16,
17,
18.
19.

20.
21,

22.
23.
24.
25,
26,
27,

28,
29,

30,
31.
32.
33.

34.

- 35,

36,
37.
38,

39.

40.

TOP SECRET

- CIA. EIC-R1-S5 (5 bove).

Navy, dpecial Intelligence Brief, no 56-44, 7 Nov 56.
TS
CIA, -419, The Role of Transportation in the Economy
of Communist China, 1950-55, 1 Feb 56. S.
Navy, ONI. Supplement of the ONI Review, Autumn 1956.
S, Eval, RR 2,
CIA. EIC-R1-55 (5, above).
Ibid

FDD Translation no 600, 16 Oct 56, 1955 Statistical
Book of Poland, U. Eval. RR 2.

FDD Summary no 658, 21 Sep 56. U. Eval. RR 2.
FDD U-9187, 16 Nov 56, Transport, U. Eval, RR 2.
FDD Summary no 680, 6 Oct 55. U. Eval. RR 2,

aritime Administration. Unpublished data, 1 Aug 56,
U. Eval, RR 2,

Navy, ONI. Special Intelligence Brief, no 56-47, 28 Nov 56.
TS ( |

Navy, Rear Echelon CINCNELM. 031616Z, Nov 56.
S. Eval. RR 2,

~IZITpray WeeRly Shipping Journal, no 3825, 25 Oct 56, U.
Eval. RR 2, '

Maritime Research, Inc. Weekly Newsletter, 1956 series,
27 Oct 56, U. Eval. RR 2.
ClA. [ ]220cts56. s
Eval. RR 2,
3/0/QOS/T 815-56, 1 Nov 56.
I;L FBIS, Daily Report (Western Europe and Near East),
ov 56. OFF USE. Eval, RR 2

Ibid.

- CIA, EIC-R1-85 (5, above).

Ibid, ‘
CIA. OCI, Current Intelligence Weekly Review, 15 Nov 56,

s

Navy, ONI. Specigl Intelligence Brief, no 56-47, 28 Nov 56,
TS '
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41, 'Navy.\ Merchant Shipping Trading with the Communist Bloc
in the Far East, January 1956, 26 Apr 56.” S. Eval. RR 2.
42. CIA, OCrl, Current Intelligence Weekly Review, 27 Sep 56.

TS
43. CIA. -R1-S5 (5, above).
44, Ibid. -

45,

46, |~.u.n. ent Intelligence Weekly Review, 15 Nov 56.
47, —Dan

48, "Navy, ONI. Special Intelligence Brief, no 56-40, 10 Oct 56,
TS :

49.
50. » Iransportation, Communications,
ectric Power and Construction in the USSR, 21 Mar 56,
OFF USE. Eval, RR 2 -
51.
52,
53, IA. EIC-RI-S5 (5, above).
54, *
55, ; 1y Report (Far East), 3 Dec 56. OFF USE,
1. RR 2, '
56‘ DI inenes
57, ==vv; &I O€p 50. G. Eval, A-2.

58. Navy, Series reporting on shipments from Ankara and Cairo,
1Jan - 1 Nov 56, S, FEval Rp 2

89.

60,

61, TIA, OCI, Current Intelligence Weekly Review, 6 Dec 56.
TS

62. Ibid.

63, [F— FBIS, Daily R,eggrt (USSR and Eastern Europei, 29 Nov 56,

OFF USE. Eval. RR >
64,
65,
66, ——TIZTITIT OCIeNce Monitor, 4 Dec 56. U. Eval, RR 2.

67. New York Times, 5 Dec 56. U, Eval, RR 2.
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